Abstract-This empirical study examines the capital structure decisions of developing countries through a case study of 1995-96 and 2005-06, respectively. 
INTRODUCTION
Capital structure decisions are significant managerial decisions which affect the shareholders consequently the value of a firm also. The company will have to plan its capital structure initially at the time of its promotion. Subsequently, whenever funds have to be raised to finance investments, a capital structure decision is involved. Thus, the question of the optimal capital structure of the business firm has attracted considerable attention by the economists in recent years.There has been an inconclusive debate on the issue of the relationship between financing decision and the valuation of firm. Both theoretical and empirical researches yield contradictory results. Theories suggest that firms select capital structures depending on characteristics that determine various costs and benefits associated with debt equity financing. The empirical work in this area has lagged behind the theoretical work, perhaps because the relevant firm attributes are expressed in terms of fairly abstract concepts that are not directly observable. The existence of an optimum capital structure is not accepted by all. There exist two extreme views and a middle position. David Durand identified the two extreme views -the net income and net operating income approaches. If the net income approach is valid, leverage is a significant variable and financing decisions have an important effect on the value of a firm. On the other hand, if the net operating income approach is correct, then the financing decision should not be of great concern to the financing manager, as it does not matter in the valuation of a firm. Modigliani and Miller (MM) support the net operating income approach by providing logically consistent behavioral justifications in its favour. They deny the existence of an optimum capital structure. Between the two extreme views, we have the middle position or intermediate version advocated by the traditional writers. Thus, there exists an optimum capital structure at which the cost of capital is minimum. The logic of this view is not very sound. The MM position changes when corporate taxes are assumed. The interest tax shield resulting from the use of debt adds to the value of the firm. This advantage reduces when personal income taxes are considered. The primary aim of corporate management is to maximize shareholders' value and the value of a firm in a legal and ethical manner. So, a financial manager would consider a number of factors to set an optimal capital structure for a firm giving considerable weight to earning rate, collateral value of assets, age, cash flow coverage ratio, non debt tax shield, size (net sales), dividend payout ratio, debt service ratio, cost of borrowing, corporate tax rate, current ratio, growth rate, operating leverage and uniqueness (selling cost/sales) etc. However, the choice between debt and equity from the point of view of shareholders and lenders is an important one and it will be useful to list the special advantages of either form of capital relative to the other.

The greater use of debt, where the interest rate is lower than the average rate of return on the investment, increases the net return to equity shareholders.
Higher debt does not impair the control of shareholders over the enlarged operations of the company/firm.  Debt is cheaper source of finance, cost of debt is lower than cost of preference share capital as well as equity share capital because debt holders' first claim on the firm's assets at time of its liquidation, payment of interest before any dividend is paid to preference and equity shareholders, and interest is an item chargeable to profits of a company/firm.  Deductibility of the interest on debt before computing profits charge to tax, as against payment of dividends out of profits after tax, implies an effective lowering of the tax rate on a company/firm more or less in proportion to the extent to which debt is substituted for equity in the company's financing pattern.  But it is not desirable to resort to excessive debt financing because the excessive proportion of debt in the capital structure increases the financial risks of the firm. This is because debt being a contractual obligation. The same along with interest must be paid out ultimately. Any failure in doing so shall result in technical insolvency if not a real one. Further, the use of debt capital will not automatically improve the overall return of the firm. It will increase the return if the firm's rate of return on assets is higher than the cost of debt capital. Therefore, in order to increase the advantage of debt capital and at the same time to save the firm from the financial and other risks, it is desirable to have a reasonable debt equity mix in the total capital structure. Thus, the decision regarding debt equity mix in the capital structure of a firm is of critical one and has to be approached with a great care.This paper is organized into five sections. Section I provides the introduction about the capital structure. Section II deals with selected variables, their definition and expected relationship with capital structure. Section III presents reports and analyses the empirical results of the study. Section IV summarizes and concludes the study.
VARIABLES, DEFINITION AND EXPECTED RELATIONSHIP WITH CAPITAL STRUCTURE
The following table exhibits selected variables to be used for examining capital structure decisions of the Indian Corporate Sector, their definition and expected relationship with capital structure. 
Variables

EMPIRICAL RESULTS ON THE BASIS OF SELECTED VARIABLES
The following are empirical results of the present study:
CASH FLOW COVERAGE RATIO
It is evident from In nutshell, it has been observed that with the rise in cash flow coverage ratio ranges, the number of companies is moving from higher capital structure ranges towards lower capital structure ranges under the four broader categories of capital structure ranges during the period under study. Overall, rise in cash flow coverage ratio results in the shrinkage of number of capital structure ranges as well as decline in the distribution of companies to the higher capital structure ranges during the period under study. So, it emerges that at lower cash flow coverage ratio, there exists higher capital structure ranges and vice-versa, which represents negative relationship between capital structure and cash flow coverage ratio ranges during the study period. It shows that higher cash flows are generating higher internal resources implying less dependency of companies upon debt capital. That is why the companies are using lesser amount of debt for financing purposes.
DEBT SERVICE RATIO
It is evident from , the highest number of companies is in more than 1000 percent debt service ratio range. The lowest number of companies is in 900-1000 percent debt service ratio range during 1995-96 (1.11 percent) and in 800-900 percent debt service ratio range during 2005-06 (2.11 percent), respectively. Under 200-300 percent and more than 1000 percent debt service ratio ranges, where highest number of companies is lying, it has been observed that 62.32 percent and 80.67 percent companies are in only six and five out of thirty one capital structure ranges during 1995-96 and 2005-06, respectively. It has been observed that, in 1995-96, when the firm's ability to serve its fixed payment funding in relation to capital structure ranges is considered, initially the spread of number of companies starts expanding over the entire capital structure ranges. This spread, then, contracts fastly from higher capital structure ranges to the lower capital structure ranges with the rise in debt service ratio ranges of companies. Similar trend has been observed in 2005-06. Notably, the contraction in this year is somewhat slower. Capital structure range wise, it has been observed that the highest number of companies (8.12 percent) is in 100-110 percent capital structure range, followed by 7.38 percent companies in 60-70 percent capital structure range, while no company is lying in 260-270 percent, 280-290 percent and 290-300 percent capital structure ranges in the year 1995-96. During 2005-06, the highest number of companies (18.66 percent) is in 0-10 percent capital structure range, followed by 6.34 percent companies in 110-120 percent capital structure range. No company is lying in 270-280 percent and 280-290 percent capital structure ranges during this year also. It has been observed that largest number of companies is in 0-100 percent capital structure range during 1995-96 (minimum = 19.61 percent, maximum = 100 percent, industry average = 55.72 percent) and 2005-06 (minimum = 20 percent, maximum = 94.12 percent, industry average = 62.68 percent). With the rise in debt service ratio ranges, the number of companies is shifting to this broader capital structure range and reaches to 100 percent in three ranges of debt service ratio during 1995-96 and 94.12 percent in more than 1000 percent debt service ratio range during 2005-06, respectively. However, fluctuating trend has been observed in 100-200 percent capital structure range during the study period. The lowest number of companies is in 200-300 percent and more than 300 percent capital structure ranges during 1995-96 (4.06 percent each) and 2005-06 (7.39 percent and 3.52 percent), respectively. With the rise in debt service ratio ranges, the number of companies is declining in 200-300 percent and more than 300 percent capital structure ranges during the study period. In nutshell, it has been observed that with the rise in debt service ratio ranges, the number of companies is moving from higher capital structure ranges towards lower capital structure ranges under the four broader categories of capital structure ranges during the period under study. Overall, rise in debt service ratio results in the shrinkage of number of capital structure ranges as well as decline in the distribution of companies to the higher capital structure ranges during the period under study. Hence, it emerges that at lower debt service ratio, there exists higher capital structure ranges and vice-versa, which represents negative relationship between capital structure and debt service ratio during the study period. Higher debt service ratio means higher earnings and /or higher internal resources which imply that higher earnings and/or higher internal resources are creating less dependency of companies upon debt capital. That is why the companies are using lesser amount of debt for financing purposes.
CURRENT RATIO
It is evident from With the rise in current ratio ranges, the number of companies is jumbling in these two broader capital structure ranges and reaches to nil in nearly half ranges of current ratio during 1995-96 and 2005-06, respectively. In nutshell, it has been observed that with the rise in current ratio ranges, the number of companies is moving from higher capital structure ranges towards lower capital structure ranges under the four broader categories of capital structure ranges during the period under study.
Overall, rise in current ratio results in the shrinkage of number of capital structure ranges during the period under study. So, it emerges that at lower current ratio, there exists higher capital structure ranges and vice-versa, which represents negative relationship between capital structure and current ratio ranges during the study period. It shows that higher liquidity implying less dependency of companies upon debt capital. That is why the companies are using lesser amount of debt for financing purposes during the period under study. With the rise in current ratio ranges, the number of companies is jumbling in these two broader capital structure ranges and reaches to nil in nearly half ranges of current ratio during 1995-96 and 2005-06, respectively. In nutshell, it has been observed that with the rise in current ratio ranges, the number of companies is moving from higher capital structure ranges towards lower capital structure ranges under the four broader categories of capital structure ranges during the period under study.
Overall, rise in current ratio results in the shrinkage of number of capital structure ranges during the period under study. So, it emerges that at lower current ratio, there exists higher capital structure ranges and vice-versa, which represents negative relationship between capital structure and current ratio ranges during the study period. It shows that higher liquidity implying less dependency of companies upon debt capital. That is why the companies are using lesser amount of debt for financing purposes during the period under study.
SUMMARY AND CONCLUSIONS
This paper examines the capital structure decisions of developing countries through a case study of Indian corporate sector by classifying the capital structure of sample companies by cash flow coverage ratio, debt service ratio and current ratio. 
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